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SUBJECT: OPEC OIL PRICE COMPROMISE 
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REF: ABU DHABI 1827 

1. SUMMARY. BRITISH OIL INDUSTRY AND GOVERNMENT SOURCES 
NOW EXPECT THE SAUDIS AND UAE TO INCREASE THEIR OIL 
PRICES PROM THE 5 TO 10 PERCENT LEVEL AS OP EARLY JULY 
BUT DO NOT BELIEVE A PUBLICLY ANNOUNCED PRICE FREEZE IS 
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IN THE OFFING. THEY SUGGEST AN INFORMAL UNDERSTANDING 
AMONG THE OPEC STATES ON MAINTAINING THE NEW UNIFIED 
PRICE LEVEL FOR SIX MONTHS OR POSSIBLY ONE YEAR COULD 
RESULT. SIMILARLY, IT IS THOUGHT UNPUBLICIZED ASSURANCES 
MAY BE GIVEN BY THE SAUDIS TO LIMIT PRODUCTION TO 
ABOUT 9 M/BLD. A LOCAL US INDUSTRY SOURCE DOUBTS THAT A 
FORMAL OPEC AGREEMENT WILL BE REACHED IN JULY. END 
SUMMARY. 

2. SHELL INTERNATIONAL HAD ANTICIPATED AS RECENTLY AS A 
WEEK AGO THAT THE SAUDIS AND UAE WOULD ADOPT A PHASED 
INCREASE TO 10 PERCENT, RAISED TO ABOUT 8 PERCENT IN 
JULY WITH A SUBSEQUENT INCREASE IN THE AUTUMN BRINGING 
THEM UP TO THE 10 PERCENT FIGURE. SHELL NOW BELIEVES, 
HOWEVER, THE SAUDIS AND UAE WILL GO TO 10 PERCENT AS OF 
JULY I OR JULY 12. PROSPECTS FOR A PRICE FREEZE ARE CON- 
SIDERED MUCH MORE UNCERTAIN. SHELL CURRENTLY JUDGES THAT 
CHANCES ARE GOOD THAT THE NEW UNIFIED PRICE LEVEL WILL 
STICK FOR ONE YEAR UNTIL JULY 1978 ON THE BASIS OF IN- 
FORMAL UNDERSTANDINGS REACHED BETWEEN INDIVIDUAL OPEC 
COUNTRIES. SIMILARLY SHELL ANTICIPATES THAT THE SAUDIS 
MAY QUIETLY INFORM FELLOW OPEC STATES, ESPECIALLY IRAN, 
THAT THEY INTEND TO LIMIT PRODUCTION TO ABOUT 9 M/BLD, 

OR POSSIBLY SLIGHTLY HIGHER, TO PROVIDE A CUSHION FOR 
ADDITIONAL CONTRACTS. 

CONFIDENTIAL 

CONFIDENTIAL 
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3. SHELL FORESEES THE SAUDIS EXERCISING GREATER CAUTION 
IN THE FUTURE ABOUT MAKING SPECIFIC PUBLIC COMMITMENTS 
ON PRICES AND PRODUCTION IN ORDER "NOT TO GET OUT ON 
ANOTHER LIMB". SHELL SEES THE SAUDIS AS WANTING TO HOLD 
OPEN THEIR OPTIONS IN ORDER TO INCREASE THE SAG'S FLEXI- 
BILITY TO REVIEW AND REVISE PRICING AND PRODUCTION 
DECISIONS. 

4. FCO ENERGY DEPARTMENT SUGGESTS A PRICE FREEZE IS MOST 


NOTE BY OC/T: DISTRIBUTION COORDINATED WITH MS. LONGETEIG, S-S/O. 
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LIKELY TO LAST UNTIL THE END OP 1977 WITH A "SPORTING 
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CHANCE" THAT IT WILL BE EXTENDED AN ADDITIONAL SIX 
MONTHS. FCO ACKNOWLEDGES, HOWEVER, THIS IS AT BEST A 
GUESSING GAME SINCE IT HAS RECEIVED ABSOLUTELY NO CON- 
FIRMATION FROM POSTS IN THE REGION. 

5. ECO HAS ASKED WHETHER THE US CONTEMPLATES ANOTHER 
SERIES OF DEMARCHES ON PRICING PRIOR TO THE OPEC 
MINISTERIAL IN STOCKHOLM. THE UK DOUBTS THAT A PRICE 
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"CAMPAIGN" WILL SERVE ANY USEFUL PURPOSE THIS TIME 
AROUND. 

6. ECO ALSO RAISED THE QUESTION WHETHER ANY ENGAGEMENT 
HAD BEEN SOUGHT OR GIVEN RESPECTING THE LEVEL OF SAUDI 
PRODUCTION DURING THE SECOND HALF OF 1977. FCO NOTES 
THAT IF THE SAUDI PRODUCTION WERE TO RETURN TO 8.5 M/BLD, 

THIS WOULD TEND TO CREATE THE CONDITIONS UNDER WHICH A 
HIGHER INCREASE MIGHT RESULT AT THE END OF 1977. 

7. LOCAL MOBIL SOURCE IS STILL SOMEWHAT DUBIOUS ABOUT 
FORMAL AGREEMENT ON PRICES BEING REACHED IN JULY, AL- 
THOUGH THE SAUDIS AND UAE PROBABLY WILL COME UP MOST IF 
NOT ALL THE WAY TO 10 PERCENT. HE ARGUES THAT THE 
SAUDIS WILL NOTE THEIR DISAPPOINTMENT WITH THE RESULTS 
OF CIEC, AS WELL AS DEDICATION TO OPEC SOLIDARITY AS THE 
PUBLIC RATIONALE FOR THEIR ACTION. AS A PRACTICAL 
MATTER, HOWEVER, THE SAUDIS JUST HAVE NOT BEEN AS 
SUCCESSFUL AS THEY EXPECTED IN INFLUENCING OIL MARKET 
PRICES BECAUSE OF PREVIOUS HIGH OIL STOCKS ACCUMULATION, 
UNDERLIFTINGS DUE TO POOR WEATHER, FIRES, ETC. 

BREWSTER 

NOTE BY OC/T: DISTRIBUTION COORDINATED WITH MS. LONGETEIG, S/S-0. 
CONFIDENTIAL 

CONFIDENTIAL 

PAGE 03 LONDON 10222 02 OF 02 21 1609Z 


CONFIDENTIAL 


NNN 


Margaret P. Grafeid Deciassified/Reieased US Department of State EO Systematic Review 22 May 2009 



Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 22 May 2009 


Message Attributes 


Automatic Decaptioning: X 
Capture Date: 01 -Jan-1 994 12:00:00 am 
Channei indicators: n/a 
Current Classification: UNCLASSIFIED 

Concepts: PETROLEUM PRODUCTS, POLICIES, PRICES, INTERNATIONAL ORGANIZATIONS 

Control Number: n/a 
Copy: SINGLE 

Sent Date: 21-Jun-1977 12:00:00 am 
Decaption Date: 01 -Jan-1 960 12:00:00 am 

Decaption Note: 

Disposition Action: RELEASED 
Disposition Approved on Date: 

Disposition Case Number: n/a 
Disposition Comment: 25 YEAR REVIEW 
Disposition Date: 22 May 2009 
Disposition Event: 

Disposition History: n/a 
Disposition Reason: 

Disposition Remarks: 

Document Number: 1977LONDON10222 

Document Source: CORE 

Document Unique ID: 00 

Drafter: n/a 

Enclosure: n/a 

Executive Order: GS 

Errors: N/A 

Expiration: 

Film Number: D770221-0635 

Format: TEL 
From: LONDON 
Handling Restrictions: n/a 
Image Path: 

ISecure: 1 

Legacy Key: Iink1977/newtext/t19770636/aaaabffb.tel 

Line Count: 201 
Litigation Code IDs: 

Litigation Codes: 

Litigation History: 

Locator: TEXT ON-LINE, ON MICROFILM 

Message ID: 21506479-c288-dd1 1-92da-001cc4696bcc 

Office: ACTION NEA 

Original Classification: CONFIDENTIAL 

Original Handling Restrictions: n/a 

Original Previous Classification: n/a 

Original Previous Handling Restrictions: n/a 

Page Count: 4 

Previous Channel Indicators: n/a 
Previous Classification: CONFIDENTIAL 
Previous Handling Restrictions: n/a 
Reference: 77 ABU DHABI 1827 
Retention: 0 

Review Action: RELEASED, APPROVED 
Review Content Flags: 

Review Date: 17-Nov-2004 12:00:00 am 
Review Event: 

Review Exemptions: n/a 
Review Media Identifier: 

Review Release Date: n/a 
Review Release Event: n/a 
Review Transfer Date: 

Review Withdrawn Fields: n/a 
SAS ID: 2084396 
Secure: OPEN 
Status: NATIVE 

Subject: OPEC OIL PRICE COMPROMISE CONFIDENTIAL CONFIDENTIAL 
TAGS: ENRG, TC, OPEC 
To: STATE 
Type: TE 

vdkvgwkey: odbc://SAS/SAS.dbo.SAS_Docs/21 506479-c288-dd1 1 -92da-001 cc4696bcc 
Review Markings: 

Margaret P. Grafeld 
Declassified/Released 
US Department of State 
EO Systematic Review 
22 May 2009 

Markings: Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 22 May 2009 


Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 22 May 2009 



